REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND COUNCIL ON THE EWlTHANJENi LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. t was engaged to audit the accompanying financial statements of the Emthanjeni Local 
Municipality, which comprise statement of financial position as at 30 June 2011, and the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information, as set out on pages fjj ii if il ]. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practise (SA Standards of GRAP) and the requirements of the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA), the Division 
of Revenue Act of South Africa, 2010 (Act No. 1 of 2010 as amended) (DoRA), and for such 
internal control as management determines necessary to enable the preparation of 
financial statements that are free from material misstatement, whether due to fraud or 
error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1 996 (Act 
No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 
2004) (PAA), my responsibility is to express an opinion on these financial statements 
based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1111 of 2010 issued in Government Gazette 33872 of 15 December 2010. Those 
standards require that I comply with ethical requirements and plan and perform the audit 
to obtain reasonable assurance about whether the financial statements are free from 
materia! misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor's 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error, in making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of 
the entity's internal control. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my qualified audit opinion. 



Basis for qualified opinion 

Property, Plant and Equipment 

7. I was unable to confirm the completeness, existence, valuation and rights to property, 
plant and equipment amounting to R993 801 (2009-10: R1 046 246), included in note 7 to 
the financial statements. This property, plant and equipment coufd not be verified due to 
inadequate record keeping. The asset register did not always contain unique asset 
numbers, detailed description of the assets and the location of the assets. In addition, 
certain unbarcoded movable assets and municipal properties could not be traced to the 
fixed asset register of the current and prior year. The municipality's records did not allow 
for the application of alternative procedures. 

8. i was unable to confirm the valuation of property, plant and equipment amounting to 
R4 368 146 (2009-10: R7 226 923), Included in note 7 to the financial statements. The 
fixed asset register of the municipality was reconstructed during the current financial year 
using an expert to value the assets in terms of Directive 7. The assumptions used by the 
expert to value these assets could not be confirmed and i was not provided with sufficient 
appropriate audit evidence that the expert's methodology was appropriately and 
consistently applied. The municipality's records did not allow for the application of 
alternative procedures. 

9. Paragraph 1 1 of the SA Standards of GRAP, GRAP 17: Property, plant and equipment, 
states that an asset should be recognised when it is probable that future economic 
benefits or service potential associated with an item wilt flow to the municipality. Contrary 
to the prescribed accounting treatment property, plant and equipment, as disclosed in 
note 7 to the financial statements and accumulated surplus, as disclosed in the statement 
of financial position are understated by R1 055 345 due to infrastructure assets not being 
included in the fixed asset register with the reconstruction of the fixed asset register. 

Revenue 

1 0. In accordance with paragraph 37 of the SA Standards of GRAP’s Framework for 
Preparation and Presentation of Financial Statements, the effects of transactions and 
other events are recognised when they occur and not as cash or when its equivalent is 
paid. These transactions are therefore recorded in the accounting records and reported in 
the financial statements of the periods to which they relate. Service charges, as disclosed 
in note 28 to the financial statements and receivables from exchange transactions, as 
disclosed in note 3 to the financial statements are understated. This resulted from the 
incorrect capturing of water consumption and electricity meters that were not read and no 
estimations being made on these consumer accounts. Due to the lack of sufficient 
appropriate audit evidence it was impracticable to determine the total extent of this 
understatement. 

11. I was unable to confirm the completeness and accuracy of revenue from the rental of 
facilities and equipment and other income amounting to R557 856 and R269 004 as 
disclosed in note 29 and 31 to the financial statements, respectively as sufficient 
appropriate audit evidence could not be obtained. The municipality’s records did not allow 
for the application of alternative procedures. 

Creditors from exchange transactions 

12. I was unable to obtain sufficient appropriate audit evidence to confirm the completeness 
and valuation of accumulated leave provisions amounting to R773 364, included in note 
15 to the financial statements due to certain leave records that could not be presented 



and the municipality not having updated leave registers. The municipality’s records did not 
allow for the application of alternative procedures. 

Intangible assets 

1 3. I was unable to obtain sufficient appropriate audit evidence to confirm the existence and 
valuation of intangible assets amounting to R515 351 included in note 8 to the financial 
statements. The municipality's records did not allow the application of alternative 
procedures. 

irregular expenditure 

14. The completeness of irregular expenditure of R12 141 292 (2009-10: R3 701 630) as 
disclosed in note 48.2 to the financial statements could not be determined as; 

» There were insufficient controls to ensure that ail irregular expenditure is identified, 
investigated and recorded. 

* Undisclosed irregular expenditure of R9 255 159 (2009-10; R3 524 095) was 
identified, which resulted from non-compliance with the municipality’s supply chain 
management policy. 

There were no satisfactory alternative audit procedures Urat I could perform to mitigate 
this risk. 

Qualified opinion 

15. In my opinion, except for the possible effects of the matters described in the Basis for 
qualified opinion paragraphs, the financial statements present fairly, in all material 
respects, the financial position of the Emthanjeni Local Municipality as at 30 June 2011 
and its financial performance and cash flows for the year then ended, in accordance with 
SA Standards of GRAP and the requirements of the MFMA and DoRA. 

Emphasis of matter 

I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Significant uncertainties 

1 6. With reference to note 54.2 to the financial statements, the municipality has three active 
landfill sites which are not licensed as required by the National Environmental 
Management: Waste Act, 2008 (Act No. 59 of 2008). The municipaiity has taken steps to 
obtain the required licences. The ultimate outcome of the matter cannot presently be 
determined, and no provision for any liability that may result has been made in the 
financial statements. 

Restatement of corresponding figures 

17. As disclosed in note 43 to the financial statements, the corresponding figures for 30 June 
2010 have been restated as a result of errors discovered during 2011 in the financial 
statements of the municipality at, and for the year ended, 30 June 201 0. 

Material losses and impairment 

18. As disclosed in note 49. 1 0 to the financial statements, the municipaiity suffered a 
significant electricity loss of 6 761 159 kWh to the value of R3 380 579 during the year 
under review. 



19. As disclosed in note 3 to the financial statements, a significant provision for the 
impairment of trade receivables from exchange transactions was created which 
constitutes 86% {R44 207 615/R51 173 292) of the total trade receivable from exchange 
transaction’s balance. 

20. As disclosed in note 4 to the financial statements, a significant provision for the 
impairment of trade receivables from non-exchange transactions was created which 
constitutes 65% (R5 1 13 204/R7 860 625) of the total trade receivable from non-exchange 
transaction's balance. 

Unauthorised expenditure 

21. As disclosed in note 48.1 to the financial statements, unauthorised expenditure to the 
amount of R81 606 251 was incurred, as proper budget monitoring processes had not 
been followed. 

Additional matters 

I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Material inconsistencies in other information included In the annual report 

22. I have not obtained the other information Included in the annual report and have not been 
able to identify any material inconsistencies with the financial statements. 

Unaudited supplementary information 

23. The supplementary information set out in appendixes A, B, C, D and F on pages HI to 
III does not form part of the financial statements and Is presented as additional 
information. I have not audited these schedules and accordingly I do not express an 
opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

In accordance with the PAA and in terms of General notice 1111 of 2010, issued in Government 
Gazette 33872 of 15 Decernber 2010 , 1 include below my findings on the annual performance 
report as set out on pages [i| to HI and material non-compliance with laws and regulations 
applicable to the municipality. 

Predetermined objectives 

Presentation of information 

24. The reported performance against predetermined objectives was deficient in respect of 
the following criteria: 

® Performance against predetermined objectives was not reported using the National 
Treasury guidelines. 

The following audit findings relate to the above criteria: 

Comparison of performance with the previous year were not provided in the report on 
predetermined objectives 

25. The annual performance report did not contain a comparison of the performance of the 
municipality with the previous year as required by Section 46(1}{b) of the Municipal 
Systems Act, 


J 



Usefulness of information 

26. The reported performance information was deficient in respect of the following criteria; 

« Consistency; The reported objectives, indicators and targets are not consistent with 
the approved integrated development plan. 

The following audit findings relate to the above criteria: 

The content of the integrated development plan is incomplete 

27. The integrated development plan did not include the key performance indicators and 
performance targets determined according to its performance management system, as 
required by sections 26(1) and 41(1)(b) of the MSA and regulation 12 of the Municipal 
Planning and Performance Management Regulations, 2001. 

Compliance with laws and regulations 

Strategic planning and performance management 

28. Contrary to the requirements of section 32 of the MSA, the accounting officer did not 
submit a copy of the iDP as adopted by council within 10 days of the adoption of the 
amended plan to the MEC for Local Government. 

Budget 

29. The municipaiity incurred expenditure in excess of the limits of the amounts provided for in 
the votes in the approved budget, in contravention of section 15 of the MFMA. 

Annual financial statements, performance and annual report 

30. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA, Material misstatements 
of non-current assets, current assets, current liabilities, revenue and irregular expenditure 
identified by the auditors were subsequently corrected, but the uncorrected material 
misstatements resulted in the financial statements receiving a qualified audit opinion. 

Audit committee 

31. The audit committee did not function as required by section 166 of the MFMA, in that; 

o The audit committee did not advise the council of the municipality on the adequacy, 
reliability and accuracy of financia! reporting and information as required by section 
166(2)(a)(iv)ofthe MFMA. 

• The audit committee did not advise the municipal council, the political office bearers, 
the accounting officer and the management staff of the municipality on matters 
relating to compliance with the MFMA. the DoRA and other applicable legislation as 
required by section 166{2)(a) of the MFMA. 

• The audit committee did not review the annual financial statements; 

o The audit committee did not respond to the council on any issues raised by the 

Auditor-General in the audit report; 
e The audit committee did not meet at least four times a year. 

Procurement and contract management 

32. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different prospective 



providers as per the requirements of Supply Chain Management regulation (SCM 
regulation) 17(a} & (c). 

33. Goods and services of a transaction value above R200 000 were procured without inviting 
competitive bids as per the requirements of SCM regulation 19(a) and 36(1). 

34. Awards were made to suppliers who did not submit a declaration on their employment by 
the state or their relationship to a person employed by the state as per the requirements of 
SCM regulation 13(c). 

35. Sufficient appropriate audit evidence could not be obtained that awards were made to 
providers whose tax matters have been declared by the South African Revenue Services 
to be in order as required by SCM regulation 43. 

Expenditure management 

36. The accounting officer did not take reasonable steps to prevent unauthorised and irregular 
expenditure, as required by section 62(1)(d) of the MFMA. 

37. The municipality did not recover unauthorised and irregular expenditure from the liable 
person, as required by section 32(2) of the MFMA. 

Revenue management 

38. Interest was not charged on all arrears accounts as required by section 64(2)(g} of the 
MFMA. 

Asset management 

39. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which accounts 
for the assets of the municipality as required by section 63(2)(a) of the MFMA. 

INTERNAL CONTROL 

In accordance with the PAA and in terms of General notice 1111 of 2010, issued in Government 
Gazette 33872 of 15 December 2010 , 1 considered internal control relevant to my audit, but not 
for the purpose of expressing an opinion on the effectiveness of internal control. The matters 
reported below are limited to the significant deficiencies that resulted in the basis for qualified 
opinion, the findings on the annual performance report and the findings on compliance with laws 
and regulations included in this report. 

Leadership 

40. The accounting officer did not ensure that proper internal control procedures are 
developed, implemented and monitored to report on the revenue of the municipality, 

41 . The accounting officer does not evaluate whether management has implemented effective 
internal controls by gaining an understanding of how senior management has met its 
responsibilities in terms of maintaining the fixed asset register, preparing the annual 
financial statements and compliance with the supply chain management regulations. 

Financial and performance management 

42. The financial statements were not sufficiently reviewed for completeness and accuracy 
prior to submission for auditing. 

43. The municipality lacks skills regarding certain aspects of the financial reporting framework 
and performance management requirements. This resulted in the municipality engaging a 



consultant to prepare the financial statements. The underlying accounting records of the 
municipality did not always facilitate the preparation of the financial statements to comply 
with the accounting framework. 

Governance 

44. The municipality’s audit committee did not meet at least four times during the financial 
year. This resulted in the committee not being able to fulfil its responsibilities as set out in 
section 166 of the MFMA. 

45, The financial statements were subject to material corrections resulting from the audit, 
which are attributable to the lack of risk assessment performed, weaknesses in the design 
and implementation of internal control in respect of financial management, and financial 
reporting and weaknesses in the information systems. 



30 November 201 1 



AUO>TOR-Oie?SC«Al. 
SOUTH AFRICA 


Aud/t(ng bu/Zd pubiic con/idence 



